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In reverse auctions, buyers often retain the right to bargain further concessions from
the winners. The optimal form of such procurement is an English auction followed
by an auctioneer’s option to engage in ultimatum bargaining with the winners. I study
behavior and performance in this procurement format using a laboratory experimen-
t. Sellers closely follow the equilibrium strategy of exiting the auction at their costs
and then accepting strictly profitable offers. Buyers generally exercise their option to
bargain according to their equilibrium strategy, but their take-it-or-leave-it offers vary
positively with auction prices when they should be invariant. I explain this deviation
by modeling buyers’ subjective posteriors regarding the winners’ costs as distortion-
s of the Bayesian posteriors, calculated using a formulation similar to a commonly
used probability weighting function. I further test the robustness of the experimen-
tal results and the subjective posterior explanation with three additional experimental
treatments. The English auction with a reserve price and the English auction with rene-
gotiation are two popular procurement mechanisms. Theoretically, they both are both
indirect mechanisms whose direct representation is the Myerson’s optimal mechanism
and bring buyer the same expected revenues. However, the buyer has been revealed
more information in auction with renegotiation mechanism, where auction price will
informed before the buyer makes decision but not in reserve price auction. In this ex-
periment, the two mechanisms have been set to be two treatments, and I also alter the
number of bidders within treatment. I do not find any evidence that there is significant
difference between the buyer’s surpluses in two treatments. However, buyers fail to
act optimally for different behavioral reasons in the two formats as the number of bid-
ders change. For the Reserve Price Auction treatment, that anticipated regret model is
the best explanation of the negative relationship between reserve price chosen and the
number of bidders. For the Auction and Bargaining treatment, the subjective posterior
model prevails but I also see that the posterior belief regarding the auction winner’s
cost is influenced by the number of bidders. I also show examples of how this leads to
economically significant performance differences in varying costs environments.
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